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For  planning  purposes  the  Pennsylvania  Tax  Reform  Project  has  been  divided 
into  5 separate  subprojects: 

1.  Income  distribution 

2.  Property  tax 

3.  Sales  tax 

4.  Corporate  net  income  tax 

5.  Personal  income  tax 

In  this  document  the  detailed  plan  for  each  subproject  is  presented,  specifically: 

5F  Summary  work  plan  outlining  the  (a)  purpose  of  the  analysis, 

(b)  approach  and  (c)  major  end  products. 

5 Work  schedule  showing  the  approximate  sequence  and  timing  of 
major  steps  in  the  analysis. 

y Data  requirements  presenting  for  each  subproject  the  data  required 
to  complete  the  planned  analysis. 

These  detailed  work  plans  are  preliminary  in  two  respects:  (1)  the  feasibility 
of  the  individual  analyses  outlined  is  dependent  on  the  availability  of  adequate  data; 
and  (2)  the  specific  reforms  considered  in  the  work  plans  reflect  possible  reforms 
but  not  necessarily  those  of  most  direct  interest  to  Pennsylvania.  As  work  pro- 
ceeds on  the  project,  these  preliminary  plans  will  be  updated  to  produce  an  actual 
work  plan  for  the  project. 
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PURPOSE  OF  ANALYSIS 

1.  Prepare  a data  base  for  the  analysis  of  individual  taxes. 

2.  Evaluate  trends  in  State's  distribution  of  income  by  family  size  and 
income  level  and  the  relevance  of  these  trends  for  State  taxation. 

3.  Estimate  the  total  incidence  of  the  State's  tax  structure  by  income 
level  and  family  size. 

WORK  PLAN 

1.  Prepare  a distribution  of  total  income  - personal,  earned  and  capital 
gains  - by  family  size  and  income  level  for  residents  of  the  State  and 
nonresident  taxpayers. 

2.  Estimate  the  distribution  of  major  transfer  income  - welfare,  social 
security,  veterans  pensions  and  compensation  and  unemployment  - for 
State  residents  and  verify  against  published  data. 

3.  Calculate  the  distribution  of  taxable  income  for  residents /nonresidents 
by  removing  transfer  income  from  the  distribution  of  personal  income. 

4.  Estimate  past  and  future  State  income  distribution  and  calculate  overall 
trends . 

5.  Prepare  distributions  of  disposable  income  and  calculate  incidence  of 
current  major  direct  taxes  by  family  size  and  income  level. 

6.  Estimate  incidence  of  total  State  tax  structure. 

7.  Estimate  total  tax  incidence  - State,  local  and  Federal  - for 
Pennsylvania  residents. 

END  PRODUCTS 

51  Presentation,  early  in  the  study,  outlining:  (1)  the  State's  current 
distribution  of  income;  (2)  how  the  distribution  is  changing  and  (3) 
the  implications  for  State  taxation. 

51  Sections  of  the  final  report  documenting  the  incidence  of  taxes  on 
State  residents  and  nonresident  taxpayers. 
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WORK  SCHEDULE 


Task 

Schedule  By  Week 

] 

2 

3 

4 

5 

6 

7 

8 

Collect  data  on: 

- Personal  income 

- Transfer  payments 

- Tax  collections. 

Prepare  distributions  by  income  level  and  family 
size  for  Pennsylvania  residents': 

- Personal  income 

- Earned  (wage  and  salary)  income 

- Capital  gains* 

Prepare  distributions  of  commuters'  income. 

Prepare  distributions  of  major  transfer  payments: 

- Welfare 

- Social  Security 

- Veterans'  benefits 

- Unemployment- 

Construct  distributions  of  Pennsylvania  residents' 
taxable  income  and  disposable  income. 

Project  personal  and  taxable  income  distributions 
into  the  future. 

Calculate  income  trends  over  time. 

Calculate  incidence  by  income  level  and  family 
size  of: 

- Major  direct  taxes 

- Total  State  tax  structure 

- Total  State,  Federal,  and  local  taxes. 

- 

EB 

i 


I 


I 


I 


'Si 


INCOME  DISTRIBUTION 


DATA  REQUIREMENTS 


Data 

Suggested  Sources 

- Distribution  by  income  level  and 
by  household  size  of  Pennsylvania 
residents'  and  commuters' 

- Commonwealth  of  Pennsylvania 
Bureau  of  Management  Informa- 
tion Systems 

Department  of  Commerce 

. Total  personal  income 
. Wage  and  salary  income 

- Pennsylvania  Economy  League 

. Interest,  dividends,  rents  and 
royaltie  s 

- University  of  Pennsylvania 
Wharton  School  of  Finance  and 

. Capital  gains 

Most  current  data  available  and 
trends  from  1965  in  total  tax- 
able income  by  type,  number  of 
taxpayers  and  tax  revenues 

Comme  rce 

- Personal  income  tax  revenues 
and  refunds  by  income  level  for 
Pennsylvania  residents  and  for 
commuters 

- Commonwealth  of  Pennsylvania 
Department  of  Revenue 

- Personal  income  tax  schedules 
for  Commonwealth,  Erie, 
Philadelphia,  Pittsburgh  and 
Scranton,  1968  to  present  and 
any  proposed  changes 

- State  and  Local  Budget  Bureaus 

- Number  of  residents  that  are  in- 
mates of  institutions  by  age,  i.  e.  , 
under  and  over  65 

- Department  of  Health 

- Number  of  residents  who  are  blind 

- Commission  for  the  Blind 

- uistribution  of  welfare  households 
by  income  level  and  by  household 
size  for 

. Total  income 

. Welfare  benefit  income 
. Outside  income  including 
other  transfer  payments, 
e.g.  , Social  Security 
• Earned  income 

- Commonwealth  of  Pennsylvania 
Department  of  Public  Welfare 

PROPERTY  TAX  SALES  TAX  NFT^MmMF^^AV  PERSONAL  INCOME  TAX 


Data 


Sviggcsicd  Soui'ccs 


- Montlily  and  annual  welfare 
caseload: 

. Trend  data  1968  to  present 
for  number  of  recipients  and 
households 

. Projections  of  future  caseloads, 
if  available 

- Welfare  grant  payments  by  house- 
hold size,  1968  to  present,  and 
projected  changes  in  future 

- Reasons  for  joining  welfare  rolls, 
i.  e.  , number  who  had  previously 
collected  unemployment  benefits 

~ Annually,  1968  to  present:  total  - Department  of  Labor  and  Industry 

number  of  claimants,  total  Division  of  Employment  Security 

amount  of  payments,  numbers  ex- 
hausting claims,  benefit  rates  and 
if  available,  distribution  of  unem- 
ployment claimant  households  by 
income  level  and  household  size 
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PROPERTY  TAX 


PURPOSE  OF  ANALYSIS 

1.  Seek  ways  to  reduce  dependence  on  property  taxes  as  a source  of 
local  government  revenues. 

2.  Seek  mechanisms  to  mitigate  regressivity  of  tax  and  ameliorate 
its  inequities. 

3.  Suggest  ways  to  improve  the  administration  of  the  tax. 

WORK  PLAN 


1.  Estimate  increase  in  property  tax  rates  required  to  meet  local 
government  requirements. 

2.  Calculate  the  cost  of  eliminating  existing  property  taxes. 

3.  Evaluate  effect  on  local  property  taxes  of  state  funding  for  major 
social  services  (e.g.,  education). 

4.  Evaluate  the  incidence  of  the  tax  and  ways  to  reduce  its  regres- 
sivity - e.g., 

Progressive  rate  structure 
Credit  mechanisms 

5.  Evaluate  possible  approaches  for  eliminating  inequities  in  the  current 
tax  - e.g., 

Substituting  a uniform  State  property  tax  to  relieve 
burden  on  high  tax  areas 

Imposing  the  tax  on  renters  so  that  they  can  benefit 
from  Federal  offset 

Establishing  credit  mechanisms  to  alleviate  burden 
on  large  families  and/or  the  elderly. 
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6.  Audit  the  administration  of  the  tax  itself. 


7.  Evaluate  tlie  impact  of  tlie  current  and  alternative  property  taxes 
on  growth  and  development  trends. 

END  PRODUCTS 

y Presentation  midway  in  the  study  detailing; 

Role  of  property  taxes  in  financing  local  government 
Incidence  of  the  tax  by  family  size  and  income 
Gross  effects  of  imposing  a uniform  State  tax. 

y Presentation  near  end  of  study  on  the  results  of  evaluation  of  possible 
tax  reform  initiatives. 

y Memorandum  at  end  of  study  documenting  analysis  and  results  in 
detail. 
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WORK  SCHEDULE 
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PROPERTY  TAX 


DATA  REQUIREMENTS 


Data 


-Tax  base,  tax  rate,  tax  revenue, 
by  class  of  property  and  taxing 
district,  for  2 points -in-time 
(e. g. , 1971  and  1966) 

- Types  and  volumes  of  intergovern- 
mental transfers  from  Federal 
and  State  sources  to  localities  by 
district,  for  2 points-in-time 

- Formulas  used  to  allocate  State 
and  to  localities 

- Population  and  total  personal  in- 
come estimates  by  tax  district 

- Taxing  district  expenditures  by 
major  function  for  2 points-in-time 

- Distribution  of  house  value  by 
income 

- Distribution  of  rents  by  income 

- Distribution  of  rent  by  bedrooms 
and  value  by  bedrooms 

- Poverty  indexes  by  taxing  district 


Suggested  Sources 

- Commonwealth  of  Pennsylvania 
State  Equalization  Office 


- Commonwealth  of  Pennsylvania 
State  Equalization  Office 

- Commonwealth  of  Pennsylvania 
State  Equalization  Office 

- Census  1970 

- Census  1970 

- Census  1970 

- Census  1970 

- Census  1970 
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SALES  TAX 


PURPOSE  OF  ANALYSIS 

1.  Estimate  the  burden  imposed  on  individual  taxpayers  by  the  current 
State  sales  tax. 

2.  Evaluate  means  of  mitigating  the  regressivity  of  the  tax. 

3.  Determine  the  revenue  loss  resulting  from  lowering  the  tax  rate 
or  excluding  currently  taxed  items  from  the  tax  base. 

WORK  PLAN 

1.  Calculate  incidence  of  current  sales  tax  by  family  size  and  income 
level. 

2.  Evaluate  impact  on  tax  revenue  and  incidence  of  changing  tax  base: 

Include  admissions,  beauty  and  barber  services 
Include  clothing. 

3.  Evaluate  revenue  impact  of  lower  tax  rate: 

Assuming  current  tax  coverage 
Assuming  modified  tax  base. 

4.  Evaluate  credits  and  exemptions  to  mitigate  regressivity. 

5.  Audit  the  administration  of  the  tax. 

6.  Evaluate  the  impact  of  the  current  tax  on  the  State's  economic  growth: 

Loss  of  retail  sales 

Effect  of  tax  on  industrial  and  agricultural  equipment. 

7.  Evaluate  State  role  in  regional  tax  planning. 

END  PRODUCTS 

y Presentation,  approximately  halfway  in  tlie  study,  outlining  results 
of  sales  tax  analyses. 

V Memorandum  2 weeks  later  presenting  detailed  analyses  and  results. 
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SALES  TAX 


WORK  SCHEDULE 


Task 

Schec 

ule  By  Week 

1 

2 

3 

4 

5 

6 

1 

8 

Calculate  incidence  of  current  sales  tax  by  family 
size  and  income  level 

Evaluate  impact  on  tax  revenue  and  incidence  of 
changing  its  base 

Evaluate  revenue  impact  of  lower  tax  rate 

- Assuming  current  tax  coverage 

- Assuming  modified  tax  base 

Evaluate  credit  and  exemption  options 

Audit  the  administration  of  the  tax 

Evaluate  the  impact  of  the  current  tax  on  the  State's 
economic  growth 

- Loss  of  retail  sales 

- Effect  of  tax  on  industrial  and  agriculture 
equipment 

Evaluate  State  role  in  regional  tax  planning 
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SALES  TAX 


DATA  REQUIREMENTS 


Data 


Costs  of  administering  credit 
mechanisms 

Total  retail  sales  and  tax 
receipts  - total  and  by  sector 

Administrative  costs,  number 
of  accounts,  total  tax  revenues 

Consumer  expenditures  by  in- 
come level  and  family  size  for 
items  subject  to  Pennsylvania 
sales  tax 


Suggested  Sources 

- Various  states'  Departments  of 
T axation 

- Department  of  Commerce  and  tax 
collection  offices  - Pennsylvania 
and  bordering  states 


- U.  S.  Bureau  of  Labor  Statistics, 
"Survey  of  Consumer  Expenditures" 


- Department  of  Revenue 


Sales  tax  revenues  by  taxable  - Department  of  Revenue 

items,  i960  to  present 
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CORPOllA'l’K  NPT  INC:OME  TAX 


PURPOSE  OF  ANALYSIS 

1.  Estimate  the  effect  on  Comn'i  on  wealth  revenues  which  would  result 
from  alternative  rates  of  corporate  taxation. 

2.  Identify,  by  economic  sector,  the  incidence  of  the  present  Corporate 
Net  Income  Tax  and  the  shifts  in  incidence  which  would  be  expected 
to  occur  given  alternative  tax  formulations. 

3.  Draw  preliminary  conclusions  regarding  the  effect  of  present  corporate 
tax  rates  on  State  economic  growth. 

4.  Preliminarily  evaluate  alternative  corporate  income  tax  revisions  - 
including  changes  in  rates,  variations  in  rates  by  economic  sector, 
changes  in  allocation  formulas,  selective  exemptions  and  tax  credits  - 
to  encourage  State  economic  growth. 

5.  Develop  a methodology  which  would  allow  continued  analysis  of 
corporate  taxations  in  the  Commonwealth. 

WORK  PLAN 

1.  Document  tax  incidence  by: 

Industry  type 
Company  size. 

2.  Based  upon  identification  of  major  sources  of  revenue  from  the  current 
tax,  construct  representative  "models"  of  companies  within  each 
sector. 

3.  Evaluate  the  impact  of  the  current  tax  on  each  of  the  model  companies, 
specifically  the  impact  on: 

Dividends 

Executive  salaries 

Short  - and  long-term  investment 

Pricing  policies. 


PERSONAL  INCOME  TAX 


4.  Estimate  tlie  ulti)Tialc  incidence  of  ttie  tax  on  consumers  for  a raiige 
of  assumptions  about  pass-along 

Full  pass-along 

Limited  pass-along  coupled  with  other  internal  or 
investment  effects. 

5.  Litegrate  the  results  of  the  above  analysis  into  a methodology  for 
evaluating  alternative  tax  formulations.  . 

6.  Assess,  based  on  the  results  of  the  analyses,  the  impact  of  the  cur- 
rent tax  on  the  State's  economic  growth. 

7.  Test  methodology  by  preliminarily  evaluating  alternative  forms  of 
tax: 


Revised  multistate  allocation  formula 

Variations  in  rate  structure  designed  to  encourage 
selective  economic  growth 

Exemptions  and  credits  targeted  at: 

Encouraging  new  industry  in  general 

Rewarding  socially  beneficial  behavior 
(e.  g.  , investment  in  antipollution  equip- 
ment) 

. Spurring  new  investment  in  depressed  areas 

Credits  designed  to  counter  recessionary  trends. 

8.  Evaluate  the  administrative  implications  of  the  Corporate  Net  Income 
Tax  including  enforcement  and  compliance  costs  of  alternative  tax 
formulations . 


END  PRO]:)UCTS 


y Presentation  near  end  of  study  outlining; 

- Methodology  or  process  for  ev^aluating  corporate 
taxation 

- Results  of  analysis  of  corporate  net  income  tax. 

Memorandum  at  end  of  study  documenting  analysis  and  results  in 
detail. 
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WORK  SCHEDULE 


Task 

Schedule  By  Week 

1 

2 

3 

4 

5 

6 

7 

8 

Collect  and  analyze  data  on  tax  yields  by  source 

Collect  data  on  the  industrial  structure  of 
Pennsylv^ania 

Develop  a "base  case"  model  of  corporate  behavior 

Identify  likely  sectoral  responses  to  tax  changes 

Estimate  ultimate  incidence  of  tax  (on  consumers) 

Develop  an  evaluation  methodology  and  assess 
impact  of  tax  on  State's  growth 

Evaluate  alternative  forms  of  tax 

Evaluate  administration/compliance  aspects  of  tax 

PERSONAL  INCOME  TAX 


CORPORATE  NET  INCOME  TAX 


DATA  REQUIREMENTS 


Data 

Suggested  Sources 

- Yield  of  Corporate  Net  Income  Tax 
( 1 0 years) 

- CNI  rates  (10  years) 

- Department  of  Revenue 

- Current  tax  law;  rules  and  regulations 

- Previous  tax  laws;  major  changes  that 
have  affected  yield  over  10  years 

- Bureavi  of  the  Budget 

- Description/analysis  of  current  allo- 
cation formulas 

- Department  of  Commerce 

- Breakdown  of  CNI  yields  (10  years) 
by 

. Industry 
. Major  companies 

- As  above 

- Identification  of  major  corporate 
taxpayers 

- As  above 

- Identification  of  major  Pennsylvania 
coi^orations  with  unusually  low  tax 
payments 

- As  above 

- Industrial  structure  of  Pennsylvania 

- Department  of  Commerce 

. Aggregate  statistics  on  income, 
employment,  and  investment 
. Aggregate  statistics  on  pattern 
of  growth  (e.  g.  , manufacturing 
versus  services) 

- Pennsylvania  Economy  League 

. Growth  rates  of  output,  employ- 
ment, and  investment  by  industry 

- Department  of  Labor  and 
Industry 

- Pennsylvania  share  of  output,  em- 
ployment, and  investment,  by 
industry 

- As  above 

PERSONAL  INCOME  TAX 
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Data 

Suggested  Sources 

- Comparalivc  data  on  cost  structures, 
by  industry 

. Wage  rates 
. Productivity 
. Capital/labor  ratios 
. Capital / output  ratios 

- As  Above 

- Data  on  personal  savings 

. Aggregate  savings 
. Savings  ratios  by  level  of  income 
. Statistics  on  portfolios  of  personal 
investors  by  level  of  income 

- Department  of  Banking 

- Data  on  total  corporate  financial 

reserves 

- As  above 

- Data  on  total  investment 

. As  percent  of  GNP 
. By  sector  of  economic  activity, 

(e.  g.  , construction,  industrial 
equipment,  etc.  ) 

- Department  of  Commerce 

- Description  of  economic  development 
priorities 

. Types  of  economic  activity  to  be 
encouraged 

. Industries  to  be  encouraged 
. Regions  to  be  developed 

- As  above 

PERSONAL  INCOME  TAX 
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PERSONAL  INCOME  TAX 


PURPOSE  OF  ANALYSIS 

1.  Formulate  a scries  of  progressive  income  tax  proposals  adequate  to; 

Fill  the  revenue  gap  resulting  from  the  reform  of  other 
major  taxes 

Result  in  an  overall  progressive  tax  structure  for  total 
State  and  local  taxation. 


WORK  PLAN 

1.  Identify  target  revenues  to  be  met  by  a State  personal  income  tax. 

2.  Evaluate  the  potential  for  a State  tax  on  total  gross  income  less 
transfer  payments: 

With  deductions  for  medical  and  other  expenses 
With  credits  for  low  income  families  and  the  elderly. 

3.  Evaluate  the  effect  on  tax  incidence,  revenue  and  elasticity  of  mod- 
ifying the  tax  base  to; 

Conform  to  Federal  taxable  income 

Impose  higher  taxes  on  capital  gains  and/or  investment 
income . 

4.  Estimate  the  revenue  resulting  from  imposing  alternative  formulations 
of  the  State  tax  on  nonresidents  of  the  State. 

5.  Evaluate  alternative  progressive  rate  schedules  designed  to  make  the 
total  State  and  local  tax  burden  progressive. 

6.  Assess  the  disincentive  effect  of  high  marginal  tax  rates- on  upper 
income  levels,  including  the  effects  of; 

Exemptions  designed  to  target  investment  to  the  advantage 
of  the  State 


Transition  allowances  to  encourage  location  in  tiie  State. 


i. 


END  PRODUCTS 

y Final  presentation  outlining  the  effect  of  different  income  tax 
options  on  the  incidence  of  the  State's  overall  tax  structure. 

5 Final  report  providing  backup  data  and  analysis  on  all  tax  reform 


issues. 


PERSONAL  INCOME  TAX 


WORK  SCIIEPULE 


Schedule  By  Week 


Task 

1 

Z 

3 

4 

5 

6 

7 

8 

Identify  target  revenues 

Evaluate  potential  for  tax  on  gross 
income  less  transfers  payments 

- With  deductions  for  medical  and  other 

expenses 

- With  credits  for  low  income  families  and 
the  elderly 

Evaluate  effects  of  changing  tax  base  to 

- Conform  with  Federal  taxable  income 

- Impose  higher  taxes  on  capital  gains  and/ 
or  investment  income 

Estimate  revenues  from  alternative  taxes  on 

nonresidents 

Evaluate  alternative  progressive  rate  schedules 

Assess  disincentive  effect  of  high  marginal  tax 
rates  on  upper  income  levels,  including  effects 
of 

- Exemptions  to  encourage  investment  in  the 

State 

- Transition  allowances  to  encourage  location 
in  the  State 

■ 

, V', 


.1 


1 


